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The Argentine government announced April 19 that an "indefinite" banking holiday would begin
April 22, setting off a new round of anti-government demonstrations. Two days later, Economy
Minister Jorge Remes Lenicov returned empty handed from meetings with international lenders in
Washington. When it became clear that Congress would not quickly pass the legislation mandated
by the International Monetary Fund (IMF), Remes Lenicov announced his resignation.
President Eduardo Duhalde is now re-examining his strategy for saving the country and his
presidency. The sudden worsening of Argentina's crisis began late on Friday, April 19, when the
Central Bank ordered an indefinite halt to all foreign-exchange and banking transactions until the
government could draw up a plan to stem the hemorrhaging of around US$100 million a day from
the banks.
Remes Lenicov and Central Bank president Mario Blejer said the action was necessary because the
banking system no longer had enough money to meet obligations. In a radio address the next day,
Duhalde told Argentines to prepare for even more difficult times. "We run the risk that the financial
system could collapse," he said.

Remes Lenicov goes to Washington
The economy minister went to Washington while the IMF and World Bank were holding their
spring meeting, which coincided with the meeting of the Group of Seven (G-7). Remes went with the
message that Argentina was doing everything it could to comply with IMF requirements, but was
desperately in need of an immediate infusion of cash. The prospect of a quick agreement receded as
the IMF expressed its frustration with the Argentine government.
Officials called on Argentina to fulfill earlier promises to cut provincial spending, stabilize the peso,
and overturn the bankruptcy and "economic-subversion" laws, which the IMF says are being used
to persecute bankers. Duhalde and the provincial governors a majority of whom, like the president,
belong to the Partido Justicialista- peronista (PJ) say the called-for spending cuts could force firing
up to 400,000 government employees when unemployment is already above 20%.
At the G-7 meeting, the world's rich countries backed the IMF's demand for tough reform and
said Argentina had failed to show that it deserved more aid. "The measures that have been taken
have not been convincing," said French Finance Minister Laurent Fabius. "Decisions must be taken
so that the commitments entered into are taken seriously. "Is the political leadership going to do
the things necessary for their own people to have a bright and growing future?" said US Treasury
Secretary Paul O'Neill to reporters. "It's come down to that clear and simple issue."
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Congress balks at rushed legislation
On April 21, administration spokesman Eduardo Amadeo said the government was sending a
bill to Congress to create the Banco Federal Nacional, which would merge Banco de La Nacion,
Argentina's largest bank, and Banco de Inversion y Comercio Extranjero. He said the move would
strengthen the banking system. "We need an efficient public banking system," Amadeo said. "The
intention is to have stronger, more solid banks, so that they can make loans." His comments came
just two days after the Central Bank suspended the activities of Scotiabank Quilmes, the 11thlargest bank, for 30 days because its Canadian headquarters refused to send more money to the
Argentine branches when they ran out of cash. When Remes Lenicov returned from Washington,
he told Duhalde that, unless the necessary legislation was passed immediately, no money would be
forthcoming.
The next day, April 22, Duhalde sent a proposal to Congress for authorization to exchange fixedterm deposits already frozen for 5-year peso and 10-year dollar bonds bearing 3% and 2% annual
interest rates respectively. Repayment of the principal would begin next year for the peso bonds
and in 2005 for those in dollars. "If the parliament is not in agreement, it will have to elect another
president," Duhalde said. "The bond switch is definitely the lesser of two evils since the alternative
is a total collapse," said a Wall Street banking analyst. "This may save the banks. It's just a shame
the government took so long to do the inevitable."
The president also asked Congress to overturn the bankruptcy law and the economic-subversion
law, which serve as the basis for the lawsuits being brought against business owners and bank
executives. Annulment of those laws is one of the IMF requirements for release of any more funds.
Duhalde was counting on Congress to go along because, as he put it, "It is to no one's advantage that
I go." But Congress evidently did not see it that clearly.
Many lawmakers criticized the bill, saying it would transfer to the national treasury the debt that
private and public banks have had with depositors since the government of Fernando de la Rua
in December decreed the freeze on bank accounts (see NotiSur, 2001-12-14). Thousands of people
have, however, won access to their savings through court orders overturning the freeze, called the
corralito, and the government says those withdrawals have left the banking system on the brink
of collapse. But the news of the proposed bond exchange brought angry unemployed workers,
pensioners, and government employees into the streets in protests around the country.
Opponents of the legislation accused the government of trying to force Congress to rush passage
of the bill. "This bill is being proposed to benefit bankers rather than the people. It will force savers
to take bonds from a bankrupt state that won't be able to honor them, while the banks get off scotfree," said Deputy Mario Cafiero. Later that day, Congress postponed debate on the measure
because of the stiff opposition from legislators. "There are two positions: either we take the side of
the banks or we take the side of the people," said PJ Deputy Mario Becerra.

Remes's resignation makes IMF agreement less likely
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Remes Lenicov quit on April 23 as protesters gathered outside Congress and legislators again
postponed debate on the bills. Many economists say his departure has erased Argentina's chance of
getting emergency help from the IMF in the foreseeable future. "Remes was the only figure in the
Cabinet who had any credibility with the markets," said Alberto Bernal of Wall Street consultancy
IDEAglobal.com. But not everyone was sorry to see Remes go. The daily Pagina 12 said that with
the departure of Remes went the "humiliating strategy of asking the IMF what to do, trying to
implement the demands, receiving missions from the IMF in Argentina who would judge whether
the compliance was sufficient, and then going to Washington to see whether an agreement with the
IMF could be signed and money received."
A weakened Duhalde now weighing options Some administration sources said Remes Lenicov's
exit could bring a change in the "orientation" of the relations with the IMF. They said they did not
foresee a rupture with the IMF but rather a "suspension" for five or six months until the Argentine
government was able to reactivate the economy. Presidential aide Anibal Fernandez indicated the
president would no longer press for immediate compliance with IMF demands, which PJ stalwarts
say are impossible to carry out and make a loan deal essentially impossible.
Diarios y Noticias news agency quoted Fernandez as saying Duhalde was rethinking his economic
strategy. "The new plan must lead to reactivation of the economy," said Fernandez. A group of
respected economists from the Universidad de Buenos Aires, the "Grupo Fenix," have advised the
government to act more independently of the IMF. "This country must get back on its feet by itself,
and then it should talk to the fund," said Aldo Ferrer, president of the group. "But it has been doing
things the other way around and that's not the way out."
Duhalde is said to be considering re-establishing a peg to the dollar, perhaps at 3.50 pesos to
the dollar, to halt the peso's drop. The peso is now over 3.0 to the dollar and currency fears have
brought soaring inflation. Duhalde, who said the decision to float the peso had been a "mistaken
demand" by the IMF, was meeting with governors to try to find a successor for Remes Lenicov.
Despite Duhalde's search for consensus, many were calling for new presidential elections. The
president always said that he did not have a Plan B and that his future and that of his administration
depended on IMF help.
Political analyst Felipe Noguera said Duhalde is now much weaker and dependent on securing the
support of the powerful, but often fractious, provincial PJ governors. Duhalde's political future "will
depend on what he does in the next few days," Noguera said. "The only thing helping Duhalde is
that no one else wants his job. On the one hand, nobody wants Duhalde to do anything, but nobody
wants him to leave, either," said Christian Stracke with Commerzbank.
On April 24, Duhalde and the PJ governors signed an agreement promising tax and banking
system reforms, efforts to curb inflation, and steps to end "unnecessary" bureaucratic and political
spending, but the agreement was short on details. Duhalde also abandoned the proposal to convert
deposits into bonds and instead proposed legislation, which the Congress passed, to severely limit
depositors' ability to withdraw money, even with a court order. Judicial experts immediately said the
plan was unconstitutional.
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Plenty of blame to go around
Meanwhile, criticism of the IMF is widespread. Mark Wiesbrot, co-director of the Washington
Center for Economic and Policy Research, said it is profoundly unjust to hold Argentina accountable
for failed policies that were the joint project of the IMF and the Argentine government. Other critics
say US foreign policy has a hand in the IMF stance toward Argentina. The IMF made impossible
demands on Argentina because it had no intention of giving the country more money, since it has no
geopolitical importance for the US, said US economist Walter Molano of BCP Security.
"There will be no rescue for Argentina because the money isn't there, and, if it were there, they
would give it to Turkey or other countries important to US global politics," said Molano in a radio
interview. He said, that "instead of telling the country that there is no money, the IMF asked
for things that could not be done." While the IMF and the US share much of the blame for the
Argentine crisis, a long line of Argentine leaders is also guilty. As Tim Frasca writes in The Nation,
"The sacking of Argentina could not have occurred had not a willing political class put out the "For
Sale" signs long ago."

-- End --
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